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EXECUTIVE SUMMARY

A DIGITAL REVOLUTION IS PUTTING more than half a trillion dollars into
play. Television and filmed entertainment, especially traditional broad-
cast TV, is being transformed by the big and fast-growing inroads of internet
and over-the-top (OTT) video platforms. Some $570 billion in annual market
value—in content creation, aggregation, and distribution—is at stake.

OTT television—representing some $25 billion in annual revenues worldwide
and generated mostly by a handful of big US-based global players, including
Netflix, Amazon, and Google’s YouTube—is at the center of this revolution.
Its impact on traditional networks (broadcast and pay TV) and video distrib-
utors (cable, telco, and satellite) has been extensively examined. To date, how-
ever, there has been little study of the impact of OTT and the changing TV
landscape on the various domestic production ecosystems around the world.

In this report, we evaluate the business, economic, employment, and cultur-
al effects of OTT, drawing on both a high-level assessment of the changing
global landscape and a cross-comparison of key markets that represent dif-
ferent types of local video production. We address the following questions:

e Around the world, how is OTT evolving and which companies are
emerging as winners and losers?

e  What is the impact of OTT on consumers’ viewing habits across various
content platforms, formats, content genres, and subgenres (such as
sports, news, serialized dramas, and procedurals)?

e How are viewer time, programming revenues, and production spending
shifting between global and locally produced content for OTT and
traditional players? What is the impact of these shifts on content genres
and subgenres, professional and amateur content producers, and other
participants in the ecosystem?

e [s content creation and acquisition becoming a global business that will
overwhelm domestic production? Will OTT’s growth cannibalize
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domestic content production as the balance of consumption time and
revenues moves to global OTT players, or will OTT spur increased
domestic content production as the avenues for reaching consumers
proliferate and local content becomes an essential differentiator?

e What is the knock-on effect of these trends on human and economic
content creation activity, as well as on local societies and cultures?

In writing this report, our goal is to contribute to the private- and public-
sector discourse by providing insight into how the evolving video sector in
general and the rise of OTT in particular are affecting production ecosys-
tems around the world.

For media, the biggest impact of the OTT market has been the
removal of barriers—strategic, economic, and national—to the
distribution of video content.

e This shift has unlocked new types and ways of viewing and has
freed consumers from time- and location-based viewing limitations.

e It has also facilitated, on a global basis, content creators’ access to
consumers and consumers’ access to content.

In terms of financial value, the biggest beneficiaries of OTT thus
far have been the large US-based global OTT service providers.

e There are more than 500 OTT service providers worldwide, and
most of them are local players competing in a single market.

e The top five global OTT players—Netflix, Amazon, Hulu, HBO, and
YouTube—represent approximately half of total market revenues,
and they are well positioned to capture future growth. They have
strategic advantages in areas such as scale in content creation and
technology.

Overall, content creation is booming, thanks in large part to OTT.

e The amount of video content is rising, the number of content creators
is increasing, and the market value of content is higher than ever.

e Traditional professional content producers and distributors have
more consumer segments to reach and more buyers for content.
They also benefit from the ability of content to travel more easily
across national boundaries.

e Some 1 billion professional amateur (pro-am) and amateur
content creators, many of them enabled by OTT (as a mechanism
to make money and access viewers), are adding daily (actually,
hourly) to the content mix available through OTT channels.

OTT’s impact is reshaping the economics of content genres.

e OTT is driving tremendous growth in many categories, including
compelling “water cooler” content, live programming, well-crafted
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niche content, and new nontraditional original content. Further-
more, the middle tier of entertainment programming, long the
backbone of traditional TV producers, is collapsing as content
consumption bifurcates at the top of the market with high produc-
tion value, must-watch shows that can cut through the clutter, and
more modest traditional professional, pro-am, or even amateur
productions that appeal to a proliferating array of audience
segments. The OTT community is driving far more of the growth
in original video production than traditional TV companies.

e In news, pro-am and amateur content available on YouTube,
Facebook, and other OTT platforms is winning share over profes-
sional news organizations, democratizing the creation of and
participation in news content. These platforms are loosening
control of news content in countries with highly concentrated
traditional TV industries.

e In sports, major live events remain highly valuable in the tradi-
tional TV context as one of TV channels’ few remaining vehicles
for attracting major audiences. OTT is driving additional growth
by creating new avenues for monetization, including for events
that appeal to small niche audiences.

Producers in English-speaking markets around the world are ben-
efiting most from the OTT-driven shifts; the outlook for content
creation in non-English-speaking markets appears less positive.

e In English-speaking markets, global OTT players seeking to serve
local viewers and build local libraries as well as the enhanced
international portability of English-language content that OTT has
enabled have driven a spike in foreign investment in domestic
production. However, the same global OTT players (for example,
Netflix) also invest disproportionally in US-produced content, thus
possibly undermining local content production in English-speaking
markets over the long term.

e In non-English-speaking markets, growth of traditional profession-
al content has been more muted because language differences
mean that such content doesn’t travel well internationally. At the
same time, local content remains a key to differentiation for both
OTT and traditional players and is likely to be quite resilient in the
face of longer-term English-language content globalization.
Moreover, non-English-speaking markets, like all other markets,
are benefiting from the growth of pro-am and amateur content.

The impact of OTT on local employment and culture is mixed.

e In the traditional professional context, employment is not growing
at the same rate as production dollars. However, pro-am and
amateur activity is on the rise—albeit the latter mostly as a hobby

rather than a profession.

e The impact on local culture, events, and storytelling is hard to
quantify. Local producers are at risk as OTT players push tradition-
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al professional content producers to develop big hits with global
appeal to the detriment of local “stories.” At the same time,
pro-am and amateur content creation, much of which is “hyperlo-
cal” in focus, has become a significant factor in the cultural
landscape.

The long-term impact of OTT is an evolving story.

e It remains unclear whether recent OTT-driven growth in content
production will continue, eventually plateau, or even decline, as
some predict.

e Traditional networks may eventually moderate their spending on
content as competitive pressures from OTT services build.

e In the US, OTT players’ content expenditures will likely continue
to increase for some time, but the benefits to in-country produc-
tion outside the US are less clear: OTT players could shift their
focus from licensing or commissioning domestic content to
acquiring local rights to US-based productions.

e It will be crucial to understand the growth of pro-am and amateur
content relative to traditional professional production and its
related importance as a vehicle for economic activity, creative
pursuits, and local storytelling. Technology, consumer preference,
and competitive moves have changed the traditional playing field,
and regulatory and cultural policy will need to evolve to this new
context.
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OTT IN THE CONTEXT OF
THE TV INDUSTRY

TT ENCOMPASSES THE DISTRIBUTION of

video content “over the top” of tradition-
al distribution technologies. At the most basic
level, OTT is simply a technology alternative
that allows for the replication of the tradi-
tional home entertainment “stack” of con-
sumer value propositions in a digital context.
In technology terms, OTT is the delivery of
video content through fixed or mobile
broadband internet connections instead of
over the broadcast TV spectrum or dedicated
cable, fiber, or satellite networks. In many
ways, OTT is neither more nor less than a
replication of the traditional set of consumer
video services.

Amateurs are frequent and
prolific contnbutors to the
content community.

Furthermore, although OTT mirrors the tradi-
tional video stack, digital technologies enable
many distinctive characteristics and features
that are not possible with over-the-air, cable,
or satellite distribution. These include the
sheer breadth of content available, flexibility
of time and place for viewing content, and
the flexibility of consumer offerings and price
points that companies can offer and from
which consumers can choose.

Finally, OTT and traditional TV are further
differentiated by the content creators that
participate in the space. By eliminating con-
straints on content distribution and space,
OTT has introduced new types of content cre-
ators to the market. (See Exhibit 1.)

e Traditional professionals produce
expensive, high-quality content and are
characterized by a well-defined and
well-funded ecosystem of studios, produc-
tion houses, and professional talent
(including actors and directors). Before
OTT, this group constituted the TV
content production ecosystem.

e Professional amateurs (pro-ams) do not
have access to large production infrastruc-
ture, but they have regular production
schedules and profit motives, and they
generate revenues. They are focused
primarily on producing content for OTT,
and many began as amateurs on YouTube
or other social media platforms (for
example, The Young Turks).

e Amateurs make content sporadically, but
they are frequent and prolific contributors
to the content community. Their output
forms the backbone of consumption on
social media such as Facebook, Twitter, and
Snapchat. Amateurs are especially good at
capturing the viewing public’s imagination:
many amateur videos have “gone viral”
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and been seen by millions. This is a
completely new but hugely important part
of the content production ecosystem.

A $25 Billion Industry in 2016

These alternatives have been welcomed by
consumers, who today enjoy significant choic-
es beyond the traditional pay TV and broad-
cast ecosystem. As a result, in just a few years,
the OTT TV video category has grown to

$25 billion in annual revenues. Although this
represents only some 5% of the global indus-
try, OTT is growing by more than 20% annual-
ly and winning share over traditional TV,
whose revenues are growing at a far more
subdued rate of 2%.

However, simple market statistics under-
emphasize the impact of OTT, which has
been a driving force for change in the wider
video industry. OTT’s impact encompasses
how consumers interact with content; what
they expect in terms of choice, flexibility, and
navigation; and the competitive context in
which incumbents and upstarts now operate
across the value chain.

We have extensively detailed the history of
these changes and the technology advances
that have enabled them. (See The Value of
Content, BCG report published with Liberty
Global, March 2016.) However, in order to
address the fundamental focus of this
study—the impact of OTT on global and
individual countries’ domestic content
production—it is important to assess the
current state and likely future direction of
OTT’s impact at both the global and the
domestic level. In this chapter, we examine
the OTT market, the changes in consumer
behavior, and the players and player types
that are the driving market forces in content
production. We also address several
misconceptions. For example, it is the view of
some that OTT has benefited only the US
content production ecosystem, to the
detriment of domestic players in other
countries. Before that conclusion can be
confirmed, it’s necessary to weigh the degree
to which OTT has unlocked global audiences’
access to locally produced content—across
genres and across the spectrum of traditional
professional, pro-am, and amateur
participants.

EXHIBIT 1 | OTT Replicates Traditional Video in a Digital Context, with New Content Creators

Participating
TRADITIONAL VIDEO OTT
Pay-per-vie .
e Transaction e Google Play e Amazon Instant Video
supported » Vud iT
DVD and Blu-ray rental 28 ua * 1iunes
. MLBTV
Live sports Sports : ESPN DMVPD
Live events :
VIDEO Live » CBS All Access
SERVICE Capt;l;f%’/‘d and ews Subscription « Sling TV
IOIPIEE subscription ~ First-run TV supported original * Netflix « Amazon * PlayStation
and movies g « HBO Now InstantVideo ~ Vue
Syndicated TV ] » Netflix e Amazon
and movies Syndicated « HBO Now Instant Video
Broadcast TV and FTA Advertising supported e YouTube e Facebook

CONTENT
CREATOR

—

L

( . .
Traditional professional content

Source: BCG analysis.
Note: FTA = free-to-air television; DMVPD = digital multichannel video programming distributor.
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Player Types and Value Pools of
Professionally Produced Content
In the past, the online value chain has includ-
ed three primary video-on-demand (VOD)
business models, known as AVOD (advertis-
ing-based VOD), TVOD (transaction-based
VOD), and SVOD (subscription-based VOD).
As the VOD abbreviation indicates, these ser-
vices are not tied to a linear television sched-
ule in which the TV company sets the time of
viewing. However, there are an emerging
number of OTT players that now offer live
content but are not tethered to traditional,
facilities-based distribution infrastructure
such as cable or telco. For example, Facebook
Live, which is supported by advertising reve-
nues, streams video content.

Consequently, the traditional VOD moniker
no longer wholly applies. The OTT market is
better defined now by the following four
player types, each of which competes in—
and is disrupting—a value pool within the
traditional home video stack of services:
advertising-supported services, transaction-
supported services, subscription-supported
services, and digital multichannel video pro-
gramming distributors (DMVPDs).

Advertising-Supported Services. These
services offer free access to large libraries of
movies, TV shows, clips, and other live or
on-demand content from professional as well
as amateur content creators. As with tradi-
tional free-to-air (FTA) TV, content and other
costs are offset by advertising revenues.
Advertising-supported services vary in
content type and strategy and include tradi-
tional professionally produced content
(previously available only through traditional
television distribution) and digital-first
content from a wide range of traditional
professional, pro-am, and amateur players.
Advertising expenditures, a fixed pool of
dollars whose size correlates closely with the
macroeconomic environment, are shifting to
OTT video at the expense of print spending
and, to a lesser degree, TV ad spending.
Germany-based MyVideo and US pioneer
Hulu are ad-supported services.

Transaction-Supported Services. Content
from these services is available to own or
rent for a one-time fee. Video is streamed or

downloaded and can be stored on the user’s
own hardware and viewed at any time,
when, for example, an internet connection
may not be available. Transaction-supported
players, which offer digital rentals and
purchases of primarily professional, long-
form video content (TV and films), partici-
pate in the home video value pool. And, in
fact, there is a nearly one-to-one relationship
between the decline in brick-and-mortar
home video revenues and the rise of OTT
transaction-supported revenues. Apple’s
iTunes Store, the Maxdome store in Germa-
ny, and Amazon Instant Video are transac-
tion-based services.

OTT players now offer live
content, so the VOD moniker
no longer wholly applies.

Subscription-Supported Services. For a
monthly fee, services in this group offer
access to a library of content, which typically
includes a mix of movies and TV shows.
Video is usually distributed via streaming,
which requires an active online connection.
Subscription-supported entertainment
services, such as Netflix and Hulu Plus, and
sports programmers, such as MLB.TV in the
US and Viaplay in Scandinavia, are compet-
ing primarily for consumer spending with
subscription TV services. In some cases, these
services are also supported by advertising.
They focus on the hyperengaged audiences
that have, in the past, been the bread and
butter of strong cable network brands that
dominate a specific content genre. (In the US,
these include the cable channels ESPN for
sports and Food Network for cooking.)

Digital Multichannel Video Programming
Distributors. DMVPDs are also subscription
services, but they follow a different model:
they seek to replicate the traditional cable
bundle in a digital context, essentially bun-
dling and selling online a set of live and
on-demand services at a price point that is
relatively similar to that of cable and satellite
TV companies. And indeed, many of the
players are traditional pay TV video compa-
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nies. Satellite operator Dish Network’s Sling
TV is the largest such service in the US. Like
transactional players, they replicate an
existing content offering and business model,
albeit with more flexibility and options for
personalization than traditional pay TV. Over
time, we believe that share will shift from
traditional pay TV bundles to DMVPDs.

The Most Disruptive OTT Services

Transaction-supported and DMVPD services
have, so far, had a muted impact on the con-
tent creation industry. They remain, in many
ways, digital distribution vehicles for existing
video content packages at similar price
points.

Advertising- and subscription-supported ser-
vices have, however, materially disrupted the
industry with new content models (such as
short-form and original content), “window-
ing” (new approaches to content release), and

innovative pricing and value chain relation-
ships (such as Amazon Prime, which, for a set
annual fee, bundles high-quality video con-
tent with free product shipping). Of the more
than 500 OTT services available globally, the
vast majority operate advertising- and sub-
scription-supported business models. These
players have captured more than 80% of glob-
al OTT revenues. (See Exhibit 2.)

How OTT Is Changing the
Fundamentals of Content
Creation and Consumption

OTT has unlocked three transformational
changes in video content and how it is creat-
ed and consumed: space shifting, place shift-
ing, and time shifting.

Space Shifting. Perhaps the change with the
biggest impact on the video value chain has
been that facilities-based distribution (such
as cable and satellite) is no longer the only

EXHIBIT 2 | Advertising Supported and Subscription Supported Represent Most OTT Services

and 80% of OTT TV Revenues

OTT SERVICES WORLDWIDE

Number of OTT services* OTT TV revenues, 2016 ($billions)

OTT TV REVENUES WORLDWIDE

506 08 04 02 01 250 o4
500 25 39 04 s - 57 /
101 2 3.0
58 02 @ 23
400 —> 20 ‘08
92 e
2
300 15| 143 02 |3
137 1.8
0,
200 @7%) 10
12.0
100 5 (48%)
6.1
0 0
North Europe Asia Middle East Latin TOTAL
America and Africa  America

Il Subscription supported
Advertising supported

Advertising supported?
Il subscription supported
Transaction supported
DMVPD
Multiple models*

Sources: Ovum; SNL Kagan; press reports; BCG analysis.

Transaction supported
DMVPD?

Note: DMVPD = digital multichannel video programming distributor. Because of rounding, not all numbers add up to the totals shown.

!Based on a representative list.
%Includes all estimated advertising-supported OTT revenues for film and TV.

*Based on the combined revenues of Sling TV, PlayStation Vue, fuboTV, Viaplay, and NowTV.
4OTT services operating under multiple revenue models: for example, Icflix, in the United Arab Emirates, has both advertising-supported and

subscription-supported offerings.
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means of access for consumers. The music
industry provides an instructive example.
Walmart, the world’s largest retailer, offers
approximately 60,000 music tracks for
purchase at its brick-and-mortar locations. Its
selection is limited by the size of its stores, a
circumstance not unlike the constraint of
channels in traditional facilities-based video
distribution. In contrast, digital music sub-
scription services, such as Spotify and iTunes,
have unlimited “shelf space” and can make
some 30 million tracks available to customers.

OTT has had a similar impact in video. No
longer are content creators and aggregators
bound by the limited-distribution “band-
width” available on a fixed (even if large)
number of TV channels delivered over the air
or on cable, fiber, or satellite transponders. It
now seems arcane to imagine a world in which
facilities-based content distribution—domestic
or global—is an asset of significant value. Dis-
tribution is no longer a zero-sum game. In all
kinds of markets, the internet has eliminated
the constraint of shelf space. Almost every
video producer or storyteller—essentially any-
one with a high-speed mobile or internet con-
nection—now has access to billions of poten-
tial viewers, including more than 75% of the
EU population and 90% of the US population.

EXHIBIT 3 | Short-Form Content Represents More Video Starts, but Long-Form Content Will Soon

Surpass It in Viewing Time

SHORT-FORM CONTENT REPRESENTS MOST

OTT VIDEO STARTS

Global OTT video starts (billions)

The availability of unlimited content space
has altered the definition of the content cre-
ator. Far more players—professional, pro-am,
and amateur creators—today compete for at-
tention (and money).

All three types of content creators have been
fueling the massive growth in OTT. Pro-am
and amateur players are primarily short-form
creators, and they are driving much of the
out-of-home growth in video consumption, es-
pecially mobile short-form video “starts,” or
the number of videos that consumers watch.
Traditional professional OTT content, which
is primarily long form, is taking up a growing
share of consumers’ viewing time and canni-
balizing more of the at-home viewing experi-
ence. (See Exhibit 3.)

This democratization of consumer access has
provided audiences for all kinds of content
creators. What many have perhaps failed to
recognize is that there are now 1 billion con-
tent creators around the world. And although
most are amateurs, participating in it as a
hobby rather than as a profession, some ama-
teurs are earning millions of dollars, and all
are contributing to the depth and breadth of
content available to consumers. In the study
of the impact of OTT and internet video on

LONG-FORM CONTENT WILL SOON ECLIPSE
SHORT-FORM IN VIEWERSHIP HOURS

Global OTT viewership hours (billions)

8,000 800
6,000 600
A8y == O LS 400
2,000 200 mm o
[
0 0
2015 2016 2017 2018 2019 2020 2015 2016 2017 2018
Short form  —@— Long form CAGR, 2015-2020

Sources: Magna; PQ Media; BCG analysis.

Note: The average length of short-form content videos is 3 minutes. The average length of long-form content videos is at least 15 minutes.
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content production, one must consider the full
range of content producers, not only the pro-
fessional enterprises that serve the legacy TV
ecosystem. (See Exhibit 4.)

Place Shifting. The proliferation of mobile
and streaming access (as well as portable
media devices with ever-larger and higher-
definition screens) has enhanced consumers’
ability to choose what they watch (scheduled
programming versus streaming video) and
when and where they watch it (at home or on
the go). For example, Facebook says that 90%
of its daily active users access the platform
through mobile devices. Viewing statistics tell
the story: since 2009, overall viewership in
the US is up by three hours per week, and
almost all of the increase is viewing that is
not tethered to traditional facilities-based TV.
And although this trend was initially centered
in the US, it has spread around the world.
Indeed, by 2020, online viewing will account
for more than 30% of all video consump-
tion—some 16 hours per week for the aver-
age viewer, who, in the early years of this cen-
tury, watched only a couple of hours of video
each week. Online viewing has increased the
size of the overall video pie rather than
cannibalizing it and has created new con-
sumption opportunities for video viewing

both at home and away from home. (See
Exhibit 5.)

The increase in mobile-device use as do-
everything tools has also changed the type of
content that consumers care about. Watching
video on a mobile phone—at home or on the
go—cannot be the same kind of long-form
viewing experience as watching on a big-
screen TV. And while long-form video re-
mains very healthy, the rise in mobile use has
driven significant demand for short-form,
high-quality content that simply didn’t exist
before. It bears repeating that this content
adds to the overall volume: by and large, it
does not replace long-form viewing.

The advent of so-called snackable content has
brought major new players to content cre-
ation. The Young Turks, for example, offers
short-form news videos—many not even ten
minutes long—every day on important topics
around the world and has become a key news
destination for millennials. New digital stu-
dios, such as RocketJump, have emerged with
a mandate to make short-form, digital-first
content. All kinds of consumers are increas-
ingly turning to live, user-generated video
and “citizen journalists” for news related to
developing events or stories. Yesteryear’s eve-

EXHIBIT 4 | Nearly 1 Billion Pro-Am and Amateur Content Creators Work Worldwide

NEARLY 1 BILLION PRO-AM AND AMATEUR CONTENT CREATORS

Pro-am and amateur content creators (millions)

1,000

800

600

200

0

2012

2013 2014 2015 2016

(xx%) CAGR, 2012-2016

Sources: Barnes Report; Ovum; Show Stats; Statista; VidStatsX; YouTube; BCG analysis.
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TOP STARS EARN MILLIONS OF DOLLARS

Annual earnings of highest-earning
YouTube stars

PewDiePie $12 million
Smosh Brothers $8.5 million
Fine Brothers $8.5 million
Lindsey Stirling $6 million
Rhett and Link $4.5 million



EXHIBIT 5 | Global Video Consumption Is Higher Than Ever, and OTT Is Driving Incremental

Viewing
Average video consumption (hours per week)
60 CAGR (%)
2000-2020
45 16 T OTT: untethered
32% video to stationary @
2 l and mobile devices
% & 34
31
TV: traditional,
68% facilities-based video @
15 tethered to the traditional
infrastructure
13
2
0
1940 1960 1980 2000 2020

Sources: BARB/AdvantEdge; Carat insight media survey; CIM TV; eMarketer; Eurodata TV; European Technographics Online Benchmark Survey;
Gallup TV-Meter system; Médiamétrie; MMS; Nielsen; BCG analysis.

ning news broadcast has nowhere near the
same size audience or widespread social im-
pact it once had. (In the US, network news
audiences are close to half of what they were
in the 1990s.) Public and political events are
shaped in real time by video on social media
recorded and watched on smartphones.

Large incumbent digital players are also
starting to produce more live, snackable
content. Facebook Live was launched in April
2016 with the goal, according to CEO Mark
Zuckerberg, of making “it easier to create,
share, and discover live videos. Live is like
having a TV camera in your pocket. Anyone
with a phone now has the power to broadcast
to anyone in the world.” One media
production and casting executive said, “Live
video will continue to play an important role
and AVOD has the ability to surpass linear
because it can broadcast free, live content in
a focused way.” Global subscription players,
who in the past competed only in long-form
content, have also indicated a shift in this
direction. In 2014, Amazon rolled out its
Video Shorts section, which is dedicated to
short-form video. According to another
digital-media-industry executive, “Emerging,
digital-first content production companies
have begun to sell more to OTT players like
YouTube Red and Facebook.”

Time Shifting. The combination of the shift in
viewing to OTT, which caters to an on-
demand content experience, and distributors’
development of “free” VOD services, has
moved consumers away from linear “appoint-
ment viewing.” Today, nearly a quarter of all
viewing hours is nonlinear or time-shifted
viewing, either tethered or untethered to
traditional facilities-based distribution. The
US is ahead in this: by 2018, nearly half of all
US viewing is expected to be nonlinear. But
as with online and mobile video growth, the
rest of the world is following fast. (See
Exhibit 6.)

Time shifting has changed what people watch
and how they watch it because, as we discuss
in more detail below, nonlinear viewing sup-
ports some content types better than others.
Certain entertainment content, such as serial-
ized dramas, encourages viewing in bulk (also
known as binge watching), since it is easier to
follow multiple characters and plot lines. Fur-
thermore, some viewers prefer instant gratifi-
cation to watching content that stretches out
over months.

Many subscription-supported players have
disrupted the traditional viewing ecosystem
by taking a new approach to windowing. In
the past, consumers who didn’t watch (or re-
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EXHIBIT 6 | Nonlinear Viewing in the US Is Expected to Increase from 25% to 50%

by 2018

Share of video viewership (%)
0

80

60

40

20

2012

B Linear TV Time-shifted TV video

Sources: Nielsen; BCG analysis.

2015

2018

Time-shifted OTT video

Note: OTT is untethered viewing on stationary and mobile devices; TV is traditional, facilities-based video tethered to the
traditional infrastructure. Because of rounding, not all percentages add up to 100.

cord) an episode of a favorite program when
it aired at the time set by the network or ca-
ble channel had to wait (in some cases, sever-
al years) until the show was made available
to rent, purchase, or watch in cable syndica-
tion. Now, subscription players (such as Hulu
Plus) are stacking episodes so that consumers
can watch current and past seasons, and they
are rereleasing full seasons all at once, mak-
ing seasons available for the life of the show
(in some cases, up to a decade) so that con-
sumers can watch at their leisure. In the UK,
for example, drama series are the key driver
of time shifting: some 40% of serialized dra-
ma viewing is now nonlinear. And our re-
search shows that the vast majority of US
consumers have binge-watched multiple epi-
sodes in one sitting. Binge watching is trans-
forming the consumer’s viewing experience
and adding value to the subscription players
that have enabled the habit.

Not only is entertainment content changing,
but news and sports have also been disrupted
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(and enabled) by OTT. For both news and
sports, live content has always been critical.
But choice and breadth were limited in the
traditional TV environment, which con-
strained channel space for live, linear pro-
gramming. OTT has unconstrained space for
many more voices, opinions, and events,
superserving far more niche audiences and
interests.

OTT: A Concentrated Market?

Even though OTT has enabled the removal of
market entry barriers and competition has
heightened, the market is, in many ways,
more financially concentrated today than it
was in the traditional TV ecosystem. Five
large global and semiglobal players compete
across multiple markets and collectively con-
trol approximately half of the $25 billion of
annual OTT market revenues. (See Exhibit 7.)

Of these five behemoths, Facebook and You-
Tube are focused primarily on ad-supported,



EXHIBIT 7 | Five Global Players Represent Nearly Half of OTT Revenues
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pro-am, and amateur content. Hulu, Netflix,
and Amazon Prime deliver traditional profes-
sionally produced content and generate most-
ly subscription revenues. Together, the five
companies have created enormous market
value. Netflix, Hulu, and YouTube have grown
many multiples above the index of tradition-
al video media companies and have generat-
ed huge rewards for their owners. As of mid-
2016, Netflix’s market capitalization was
approximately $50 billion, while according to
some equity research reports, YouTube was
estimated to be worth as much as $90 billion,
and Hulu’s value was pegged at some $6 bil-
lion. (See Exhibit 8.)

Local Players Respond (with
Varying Degrees of Success)

As the consumer appeal and success of global
OTT players continue to grow, local
companies in many markets—new entrants
and incumbents—have aggressively launched
OTT services of their own. The bulk of

financial value may have been created by
global players, but most of the 500 OTT
services are focused in a single domestic
market.

There are a few examples of local success:

e In Germany, Maxdome offers a robust
catalog of free ad-supported video,
traditional professional as well as pro-am
and amateur. It offers a subscription tier
and a transaction-supported service for
film and TV. Maxdome is a leader among
German OTT companies, having captured
about 15% of the OTT market by the end
of 2015.

e In Southeast Asia, iflix is an independent
upstart that operates in five markets. Its
subscription-supported model includes a
mix of acquired and originally produced
domestic and foreign content. By the end
of 2015, iflix claimed it had more than
1 million subscribers and had raised
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EXHIBIT 8 | The Valuations of Top OTT Players Far Outpace Competitors in Traditional Media
VALUATION TRENDS OF LEADING OTT AND TRADITIONAL MEDIA PLAYERS, 2011-2015

Netflix 12.8

YouTube 8.6

Hulu 2.9

Top ten traditional

media companies s

0 2 4 6 8 10 12 14
Growth in market valuations (increase from 2011 through 2015)

Sources: Forbes Global 2000; S&P Capital IQ; press reports; BCG analysis.

Note: The top ten traditional media companies are Comcast, Disney, 21st Century Fox, Time Warner, CBS, Viacom, Sky, Rogers, Vivendi, and

the RTL Group. Based on the 2015 Forbes Global 2000 list; companies with no television assets have been replaced by leading television media
companies; valuations of traditional media companies are based on market capitalization at fiscal-year end 2011 and 2015. The YouTube figure is
based on analyst estimates of $10.5 billion in 2011 and $90 billion in 2015. The Hulu figure is based on analyst estimates of $2 billion in 2011 and
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$90 million in funding. It has a fourfold
competitive strategy: beat the large global
players to market, undercut those players
on price, offer temporary downloads to
reach customers with low internet speeds
and poor streaming access, and enter new
markets through wholesale partnerships
with telcos to drive marketing and
customer acquisition activity.

e Sports programming, a fiercely local
experience, has many successful local
upstarts, just as video companies catering
to niche sports audiences have unprece-
dented access to consumers. FloSports,
based in Austin, Texas, for example,
produces and airs a variety of sports
events, including “Olympic” college sports
(such as volleyball, wrestling, and swim-
ming), catering to a fragmented but
devoted audience led by former and
current athletes. By mid-2016, FloSports
had more than 100,000 subscribers, each
paying $20 per month or $150 per year for
access.

Despite these and other successes, however,
gaining traction has been a struggle for most
domestic-only players. In only a few of the
markets where Netflix is present has a local
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player gained more than 25% of the subscrip-
tion-supported market. OTT advertising mar-
ket share, while more fragmented than sub-
scription, is nonetheless concentrated among
the big players, especially YouTube. And al-
though many new domestic players have en-
tered the OTT market, there have also been a
number of high-profile exits, as domestic
players struggle to keep up with the content
and marketing costs required to compete suc-
cessfully with the global giants. In Germany,
ProSiebenSat.1 Media shut down its German
MyVideo advertising-supported service, and
Vivendi is rumored to be shuttering Watch-
ever. (See Exhibit 9.)

The Revenue and Cost Strategies
of Global Players

The top global players benefit from a series

of structural advantages that enable them to
enter new markets and win share with rela-

tive ease. From a revenue perspective, these
include the following;:

e Ready-Made Product and Content
Offerings. Many global players are buying
or creating content for global markets,
and they have technology that scales
easily for new markets.



EXHIBIT 9 | Global OTT Players Dominate, Especially in English-Speaking Markets
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e Customer Acquisition and Customer
Service Expertise. Sophistication in
acquiring subscribers, managing subscrib-
er acquisition cost, and minimizing
subscriber churn is critical to OTT success.
Netflix, for example, has reduced global
customer churn from 4.4% in 2008 to 3.5%
in 2014, and it has honed its customer
acquisition marketing machine, building
its base to some 75 million subscribers—
more than any traditional multichannel
video programming distributor.

e Audience Scale and Diversity. Particular-
ly for advertising-supported businesses, the
ability to offer a diversity of audiences that
range from big and broad to diverse and
deep (in many cases, across markets)
creates major go-to-market advantages for
OTT companies. They can offer advertisers
access to broad and hypertargeted audi-
ences. YouTube has more than a billion
monthly users globally, a number that no
domestic player is close to approaching.

The big players’ cost advantages include the
following:

e Buying Content Worldwide. The ability
to acquire content across markets is a

significant advantage for global players,
which can easily bundle small new
markets with existing deals in large
mature territories.

e Original Programming. Creating high-
quality programming means supporting a
large fixed-cost base, albeit one that is
smaller than it used to be. The more
markets and—more important—the more
viewers and subscribers over which an
OTT player can amortize the cost of
original productions, the more attractive
its economics become.

e Delivery Costs. Back-end technology
features significant economies of scale. For
example, as total cloud storage grows, the
price per unit (in this case, gigabytes of
storage space) declines.

Herein lies one of the key questions of this
report: Can the global titans of OTT sustain
or even expand their global advantages in
their share of time, revenues, and costs? How
will this affect the economic activity accruing
to domestic production ecosystems around
the world?
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THE EVOLUTION OF
GLOBAL AND DOMESTIC
CONTENT PRODUCTION

I T HAS BEEN SAID that the video industry is
currently in the Golden Age of TV. This is a
broad generalization, of course, and probably
a US-centric one at that. The telling question
is this: Are all, or even most, production
ecosystems experiencing boom times, or is
the US industry feeding disproportionately
off the global OTT video consumption trend?
Who—from the genre, producer, and market
perspectives—is really winning? And how is
the competition affecting consumers’ choices?

A Golden Age

Global content production is booming, and
the amount of content, the number of con-
tent creators, and the market value of content
are all higher than ever before. In fact, con-
tent production dollars globally are expected
to soar from $150 billion to $240 billion from
2011 through 2016, with an annual growth
rate of 10%. OTT has been a critical source of
this increase—not only as a buyer of content
but also as a globalizing force that provides
content creators with access to new markets
and as a technology that eliminates tradition-
al barriers to distribution and facilitates ac-
cess of content creators to consumers and
consumers to content creators.

Content owners and creators are gradually
increasing their share of the value captured
relative to that of network aggregators and
distributors, as the traditional TV ecosystem
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struggles with the loss of subscribers and ad-
vertising dollars to OTT. This isn’t true for all
markets, of course. Some markets are at the
apex of growth for pay TV and are support-
ing a healthy downstream value chain of par-
ticipants, such as network aggregators and
video distributors. For instance, in Brazil,
which has been benefiting from the middle
class and improving infrastructure, pay TV
penetration has been increasing at 10% per
year since 2010, with all traditional partici-
pants benefiting. And although there are
players outside the pure-play video value
chain that are creating real value and grow-
ing on the back of OTT (for instance, broad-
band service providers and content delivery
networks such as Akamai Technologies and
OTT enablers such as BAM Technologies), in
most markets, especially developed markets,
OTT is facilitating a value shift from tradi-
tional video distribution to content creation
in the video value chain. (See Exhibit 10.)

The Collapse of the Middle

Not all content creators are created equal.
This is both an unequivocal truth and a criti-
cal factor in the changing circumstances of
global content creation. Trends in content
production volume and the financial value it
creates play out differently across the three
tiers of content creators described in the pre-
vious chapter—traditional professional, pro-
am, and amateur. Moreover, within the pro-



EXHIBIT 10 | Content Producers Are Capturing a Greater Share of Overall Value

DISTRIBUTION OF GLOBAL TV VALUE ADDED ALONG THE VALUE CHAIN
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fessional ranks, there are distinct subtiers
with quite different circumstances and out-
looks for the future.

A second unequivocal truth is that the middle
of the content market—mid-level quality
content produced for a mass-market audience
(what the US TV industry used to call the
lowest common denominator)—is collapsing
while the top and bottom ends thrive. (See
Exhibit 11.) The massive increase in available
content has simultaneously reinforced the
importance of top-quality content in a
cluttered world and enabled the superserving
of endless niche audiences with almost
infinitely narrow interests and desires. As one
leading media industry executive put it, “Yes,
we are in the golden age of TV for
consumers: every need state can be satisfied.
This strategy of appealing to all customer
segments has come at the expense of midtier
content, which originally tried to appeal to
everyone.”

Top-Tier Professional Content. For profession-
ally produced, English-language television
content, this is indeed a golden age. Spurred
by OTT demand, more professionally pro-
duced content is being commissioned than
ever before, amid rising competition for
consumers’ attention and wallets.

US producers dominate this tier. According to
an analysis by the Los Angeles Times, more
than 400 original US productions were green-
lighted in 2015, compared with about 200 in
2009. OTT is at the forefront of this surge:
Netflix and Amazon would rank second and
fifth, respectively, in programming spending
among all US cable networks—the top-spend-
ing cable networks in the world. (See Exhibit
12.) Not only are the OTT titans spending
more, but they are also carrying their tradi-
tional competitors up the spending curve
with them. OTT players are increasing de-
mand (and the ability to pay) for original-
content productions, requiring traditional
players to invest more deeply in original con-
tent to differentiate and secure audiences in
a far more competitive environment. The net
result, at least for the near term, is that there
is more competition for top-quality content,
and unique content is more valuable than
ever before.

The impact is most readily apparent in the cat-
egories of serialized dramas and children’s
programming. These two categories are per-
haps the most conducive to time-shifted
watching, or binging, and they also travel inter-
nationally most easily. (In the UK, for example,
about 40% of all viewing of serialized dramas
takes place on a time-shifted basis.) One con-
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EXHIBIT 11 | Top-Tier and Niche Content Is Becoming More Valuable, While Midtier Is Less
Attractive
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EXHIBIT 12 | Ranked Among Cable Networks, Netflix and Amazon Would Be in the Top Five for
Content Spending
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tent executive who produces children’s con-
tent in Canada said, “I was going to retire five
years ago, but OTT has unlocked so many new
monetization windows for me—domestically
and internationally—that I am making multi-
ple times what I used to on most of my pro-
ductions. The reason is simple: when we make
a piece of animation in English and dub it in
Spanish, it is in Spanish to Spanish children.
Kids don’t know the difference. All they see
and hear is SpongeBob, and on OTT, they
watch it over and over again.”

Increased competition for top content has
driven up prices at the expense of traditional
distribution companies’ margins. This dynam-
ic is most pronounced in marquee sports, as
companies race to secure rights to the top
events—the last bastion of must-see live con-
tent. For example, ESPN and Turner Sports
bought the National Basketball Association
(NBA) media rights for $2.6 billion annually
in a nine-year deal that starts in the 2016-2017
season, a 180% increase over the previous
near-decade-long contract. Not only does
such programming guarantee high viewer-
ship, it is also the key to driving subscriber ac-
quisition and retention and advertiser de-
mand. Brands like the NBA guarantee
audiences, and game viewing cannot be time
shifted without losing all immediacy.

In non-English-speaking markets, the land-
scape for top-tier professional content is
murkier. Again, sports programming is
unique, and the cost of sports rights has been
exploding around the world. The German
Football League saw an 85% increase in its
2016 domestic TV deal, for example. Sports
aside, despite a number of subsidies, tax
breaks, and programming quotas, dollars
flowing into original entertainment produc-
tions have not necessarily increased at the
same rate in non-English-speaking markets.
For example, in the Netherlands, which has a
fairly stable pay TV ecosystem and significant
government subsidies, investment in profes-
sional original programs has stayed relatively
flat at €439 million to €459 million over the
past five years. The number of productions
has been flat as well.

Midtier Professional Content. Audiences are
aging, content-viewing habits are evolving,

and this combination is having a decidedly
negative impact on the middle of the market.
In particular, commoditized second-run enter-
tainment, once the darling of the video
world, is becoming less valuable for two key
reasons: growth in the volume of new original
content diminishes demand for reruns, and
through time shifting, consumers have more
opportunities to catch up on programs long
before they reach syndication.

Top and niche networks are
gaining share, while midtier
networks are dechining.

This one-two punch is having a cascading
impact on upfront investment in two
subgenres of entertainment in particular:
sitcoms and procedurals. One industry
executive told us that sitcoms are being
replaced by reality shows because the latter
are more predictable from both a production
cost and an audience attraction perspective.
“Realities do many of the same things that
sitcoms do: they deliver light entertainment,
laughs, drama, and water cooler value. But
they are cheaper and far easier to get right,”
she said. Procedurals, which are self-
contained stories that do not build a plot over
time, don’t work as well in the new on-
demand viewing environment, where binging
is often favored. Shows such as Law and Order
and CSI, once staples of the content
production ecosystem thanks in part to their
cable syndication value, are no longer
supported by exorbitant second-run fees. As
another executive put it, “What used to be
million-dollar-per-episode checks in
syndication have become a few-hundred-
thousand-dollar-per-episode checks. In a
binge-watching environment, procedurals
aren’t as much fun to watch.”

These trends are evident in traditional TV
viewership. Top networks and niche net-
works are gaining audience share, while mid-
tier general-entertainment networks in com-
petitive OTT markets with mature pay TV
ecosystems, such as the US, are declining.
(See Exhibit 13.)
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EXHIBIT 13 | Traditional Midtier TV Networks Are Declining
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Niche Professional Content. With the decline
in traditional television viewership of news
and entertainment, backfilling has occurred
in the form of niche content. Broadcast news
in the US—national and local—has been
declining significantly for years, but there are
now at least a half-dozen cable news net-
works, each delivering its own point of view
on many of the same newsworthy topics.
These networks target niche audience seg-
ments, some of which comprise no more than
a few hundred thousand viewers in prime
time. On the internet, more than 100 OTT US
news websites garner more than 1 million
unique visitors per month. And this dynamic
is not only in the US. Canada, for instance,
has nearly a dozen OTT news websites with
the same level of visitors. Virtually all of
these sites feature significant video content,
which would have been impossible over the
facilities-based TV infrastructure. News has
also been supported by the growth of social
media as a distribution platform. Millions of
consumers go to social media platforms as
their core destination for breaking news, and,
more often than not, this news is rooted in
video. According to Reuters Institute for the
Study of Journalism, 12% of consumers use
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social media as their main source for news.
(See Exhibit 14.)

Some niche news formats have been created
or reborn as a result of this shift. “News vari-
ety” shows, which sit at the intersection of en-
tertainment and news (Last Week Tonight with
John Oliver is a prominent current example),
have become hugely popular as evergreen
pieces of content that also have a long shelf
life. The majority of Last Week Tonight viewing
happens on a time-shifted basis on the inter-
net. The TV linear audience for the program
is about 1 million, but clips from the show on
YouTube gain 2 million to 10 million views
(and this doesn’t count people watching on
HBO’s OTT apps HBO Go and HBO Now).

Documentaries have also been supported by
this shift. Making a Murderer, a Netflix series,
likely would not have been funded in 2005,
but the long-lasting nature of the content and
its ability to travel meant that the potential
return justified the production costs. It be-
came a hit in many of the Netflix markets.
According to one media executive, “Docu-
mentaries were never mass market, but so
many more are being produced today be-



EXHIBIT 14 | US News Consumption Is Sh
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cause they can hypertarget specific audienc-
es, and some are even becoming hits.”

OTT has also had a huge impact on sports.
Some marquee sports are establishing deep
viewing relationships with fans through
direct-to-consumer subscription services that
emphasize live games, commentary, and anal-
ysis, compensating for some of the viewership
loss on traditional TV. For instance, ratings
for NBC’s coverage of the 2016 Rio Olympic
Games were 31% lower than in 2012, but the
lower ratings were offset by a surge in online
streaming, with the cumulative audience pro-
ducing what the NBC Sports Group chairman
called “the most economically successful”
Olympics in history.

At the same time, and possibly of greater im-
pact, niche sports are beginning to thrive on-
line because they can tap into pent-up de-
mand from fans who, in the past, had no
access to niche sports in the traditional TV
lineup. For example, there are 7.6 million US
lacrosse fans whose interests are being served
by Lax Sports Network. Perhaps the best ex-
ample is e-gaming. OTT first gave video game
players the ability to upload clips of games,

rk news; change from 2002 to 2015 for cable.

and this proved very popular among the
broader community of game players. Twitch,
which has capitalized on this phenomenon
and now has more than 100 million unique
viewers per month, was acquired by Amazon
for nearly $1 billion. This is happening world-
wide: dozens of OTT services are giving cus-
tomers access to more sports teams, leagues,
competition, and games than ever before.

Short-Form User-Generated Content. As
discussed, a critical, but too-often-

neglected effect of OTT has been the democ-
ratization of content creation. There is far
more broad-based human activity than ever
before: there are now nearly a billion “content
producers” around the world. Pro-ams and
amateurs are challenging the industry’s
long-held belief that quality content is expen-
sive and can be developed only by traditional
production houses and studios with large
production infrastructures. An episode of a
top series on a broadcast network can attract
14 million or more viewers, but producing it
can cost as much as $5 million. A top series on
YouTube can reach several million viewers at
a per-episode cost of well under $50,000—or
a hundredth the cost of an episode of a
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professional series. And many viewers lap it
up. It’s estimated that content from
PewDiePie, a Swedish producer who hosts
YouTube’s “Let’s Play” videos, had gained
some 9 billion views by June 2015. Further-
more, according to the Swedish newspaper
Expressen, PewDiePie had generated $12 mil-
lion in annual revenues for his company,
PewDiePie Productions. Another example:
Tastemade, a food-focused video network that
was launched as a channel on YouTube, racks
up 700 million views a month, three times the
online audience of its traditional professional
rival, the Food Network. These, of course, are
two of the top success stories, but they’re still
powerful examples of value creation at the far
end of the pro-am and amateur spectrum. As
in the professional content world, the big
successes are relatively few, but unlike in the
professional ranks, the long tail of amateur
production is very long indeed.

Amateur producers are also hyperlocal, and
in many ways, they have replaced some of
the domestic professional content develop-
ment in the middle that has been squeezed
out, especially in non-English-speaking mar-

kets. For example, blogger Clara Henry has
become a national hit in Sweden, generating
almost 60 million views on her YouTube
channel, where she interviews people and
does comedy sketches, all in Swedish. A BCG
survey of college-educated millennials in

50 countries found that millennials are con-
suming a growing share of pro-am and ama-
teur video content—a 30% to 90% increase,
depending on the market, from 2011 through
2016. (See Exhibit 15.)

Some amateur content creators are quickly
building large libraries of content—and audi-
ences. Take, for example, social media celeb-
rities Hannah Bronfman and Brendan Fallis.
The couple, both New York deejays, started
making social media content for their friends
in 2012. As they gained followers (only some
of whom they knew), they decided to make a
greater investment in building out their so-
cial media platforms. Every week, using Snap-
chat and Instagram, they collectively create
up to 100 minutes of video content that cov-
ers a number of lifestyle topics including
sports, food, and fashion. They are now sup-
ported by a robust ecosystem of brand and

EXHIBIT 15 | Viewership Is Shifting from Traditional Professional to Pro-Am and Amateur
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marketing partners for whom they create be-
spoke content and focus on topics and stories
that are particular to their hyperlocal con-
text, interests, and causes.

Finally, while local professional productions
in news and general interest may be waning,
there is an explosion of pro-am and user-gen-
erated content that is filling that void—and
then some. According to Pew Research, 12%
of social media users have posted videos of
news events to a social networking site.

Who’s Winning and Who’s Losing
in the Entertainment Content
Value Chain

Even though more content is being made
than ever before, some players within the
content creation value chain are benefiting
far more than others. Three key forces affect
individual actors across the entertainment
value chain:

e New Models of Content Creation.
Content creation is becoming less expen-
sive, reducing barriers to entry. It is easier
than ever to make high-quality, compel-
ling content.

e More Competition for Content. Although
demand varies slightly from market to
market, there is generally more demand
from both traditional and OTT players for
high-quality, differentiated content.

e New Financing and Distribution
Models. As more content buyers choose
to own an asset not only for a short live or
first-run window but also in second run, a
new business model is emerging. Deficit
financing, the traditional model for TV
financing, is receding in importance.
(Deficit financing is the practice of a
content buyer, in many cases a network,
paying a portion of the content costs for
airing a given show but asking the pro-
gram producer, in many cases a studio, to
bear some of the risk. The reward comes
in second-run windows, such as syndica-
tion and, more recently, OTT.) Increasing-
ly, the roles of content creator (generally, a
studio) and distributor (traditionally, a TV
network or OTT service) have merged in

today's cost-plus financing model. For
example, Netflix has decided against
selling its originals to third parties any-
where in the world. Instead, it holds on to
global rights for exclusive distribution.

What impact will these forces have on the
overall volume and quality of content and
consumers’ access to it? And how long will
the positive—or negative—effects last?

In the approximately 20 interviews we con-
ducted for this report, industry executives
and content producers described a variety of
perspectives. Some of those we spoke with
said that they are very optimistic about the
long-term outlook, pointing to increased de-
mand and monetization windows. Others
said that they worry about an emerging bub-
ble fueled by unsustainable demand. Others
still are worried about the impact of content
globalization in both non-US and non-
English-speaking countries. We explore this
question at the market level in the next chap-
ter, but it is important in the context of as-
sessing winners and losers to introduce here
the broad arguments that we have heard.

Increasingly, the roles of
creator and distributor merge
1n today's financing model.

The bullish case is highlighted by the notion
that increased global and domestic demand
for content, together with more monetization
windows (domestic and international), will
continue to drive growth. Optimists cite the
globalization of content as a boon to content
creation, especially in English-speaking coun-
tries. They point to the ability to now fully fi-
nance a program or series through interna-
tional buyers and partnerships on the basis of
the first run alone, diminishing the impor-
tance of deficit financing and creating only
upside for producers in second-run windows.
This school of thought also believes that
non-English-language content is beginning to
travel more easily and that the importance of
local content provides a domestic balance to
global players in local markets.
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One example of such non-English content is
Narcos, a Netflix series that is produced in
English and Spanish and shot in Colombia. It
has massive international appeal in as many
as a dozen Netflix markets, and it caters
equally well to native English speakers and
Spanish speakers.

Production and content
acguisition will become more
nternational in nature.

The bearish case is built on the concern that
OTT will undermine the traditional ecosystem,
that advertising and subscription dollars will
dry up, and that investment in content will
consequently be squeezed. At the same time,
production and content acquisition across indi-
vidual markets will become more international
in nature, as domestic-only players cede share
to multimarket buyers with stronger acquisi-
tion and distribution economics and greater
purchasing leverage. This scenario suggests a
perceived, and possibly real, threat to domestic
producers’ ability to monetize content in inter-
national markets, despite positive trends today.
It is worth noting that the naysayers do cite a
few exceptions for non-English-speaking coun-
tries, including the following: local-market con-
tent is so important in some markets, for ex-
ample, France, that it is immune to
globalization; local-market content may travel
better internationally from certain markets,
such as Canada; and some local markets, such
as India, have enough scale and monetization
opportunities themselves to sustain high levels
of both global and local investment.

While the debate continues, one thing remains
clear: different types of OTT players have dif-
ferent opportunities and risks across the con-
tent creation value chain. A single structure
does not apply in all markets, of course, but
there are three broad types of traditional play-
ers, each with its set of considerations.

Studios, which are responsible primarily for
the financing and distribution of content, are
mostly North American and Western Europe-
an players that are sometimes, but not al-
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ways, vertically integrated with networks.
Their opportunities include more demand
from OTT players and traditional broadcast-
ers for first-run original and second-run syn-
dicated content, high international revenues
that defer the first-run risk, and more win-
dows for monetizing content.

On the downside, the value of financing and
distribution, which are core studio services,
could be disintermediated because of the de-
clining need for deficit financing and the
emergence of single buyers for all windows.
In addition, the changing content economics
from hit-driven to cost-plus production could
cap the upside for top performers, and top-
tier networks that launch new shows could
take a share of downstream revenues in re-
turn for the value they provide in distributing
an initial asset to a large audience in an in-
creasingly fragmented world.

Production houses are responsible primarily
for pitching, selling, and producing the video
asset—that is, the show—itself. If it becomes
easier to finance productions, thanks to
quicker monetization models, production
houses could increase their share of revenues
by eliminating the studio role. Industry con-
solidation could lead to the acquisition of
these companies at high multiples as others
seek to secure access to unique production
house talent. (In the UK, for example, a
strong string of M&A activity has led to a de-
cline in the number of production houses for
public service broadcasters—from some 450 to
about 250 over the past ten years.)

Risks include the following: the growing num-
ber of independent players that can now find
distribution partners, increasing competition
for talent, ideas, and monetization; talent go-
ing directly to consumers and disintermediat-
ing the production house role; and digital
production houses that siphon off consumer
and advertising dollars with profitable short-
form, digital-first content development.

The talent—actors, directors, and production
crews—face a changing world as well. On the
plus side, there are more outlets (including
for second-tier talent), thanks to the sheer
volume of shows. One executive who is bull-
ish on content said, simply, “Everybody is



working.” A significant increase in activity
means better chances of discovery for ama-
teurs and pro-am talent. Top talent can go di-
rectly to consumers and capture both content
creation and distribution value or force
downstream players to pay more to recoup
that value.

There are also risks for the talent. The ceiling
on market value for top talent has never been
lower, owing to the decline in the number of
big hits and the fragmentation of viewing.
One industry executive cited this as the
worst-possible scenario for talent managers
and agents. The production-plus mark-up
OTT model is not creating the same level of
upside. As another industry executive said,
“This is the end of the road for the Seinfelds

and Larry Davids. We are not creating hun-
dred-millionaires with a single show any-
more, no matter how successful it is.” The cas-
cading impact of OTT content globalization
could also put local talent at risk in non-
English-speaking markets. Furthermore, al-
though OTT has democratized content cre-
ation and enabled a billion pro-am and ama-
teur content creators to participate, the
distribution market is highly concentrated—
dominated by YouTube and Facebook—per-
haps even more so than traditional TV. The
global players take as much as 50% of the rev-
enues created on their platforms. The bal-
ance of power lies with the distributors, so
while top stars are earning millions of dollars,
there are millions of content creators who are
earning little or nothing.
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THE IMPACT OF OT'T ON
DOMESTIC PRODUCTION
ECOSYSTEMS

HAT IS THE NET effect of OTT on

domestic-market content production
around the world? How is consumer content
consumption changing as a result? Who’s
creating local content, and who is profiting?
What'’s the balance between consumption
(and production) of local versus global
content? In each country, these are complex
and multifaceted questions.

Other questions about the future of global and
local OTT content abound. Will OTT players
invest in local content in order to differenti-
ate? Will domestic players be pushed aside
and forced to cut content budgets? Are there
opportunities for domestic producers to export
more content through the global OTT distribu-
tion network? Should the production and con-
sumption of amateur content, which would
not exist without OTT distribution, be viewed
through the same lens as professional content?

All of these are top-of-mind issues for both
business leaders and policymakers. The for-
mer need to prepare strategies to protect
their core business and expand into new mar-
kets of growth. The latter are appropriately
concerned about their local markets from an
economic (jobs and GDP) point of view as
well as a social and cultural one. In the past,
video content, which provides, perhaps, a
richer experience than any other medium (at
least until virtual reality becomes a mass-
market reality), has had a substantial impact
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on economies and culture. In many markets,
policymakers and regulators have supported
local content production through various eco-
nomic means. Most governments have minis-
tries of culture charged with promoting the
health of the country’s cultural identity and
the growth of local production. Canada’s gov-
ernment, for example, promotes investment
in local production through two channels: the
Canada Media Fund, a not-for-profit organiza-
tion that supports its television industry with
hundreds of millions of dollars annually, and
a robust system of provincial and federal tax
credits for domestic production.

The disruption caused by the global OTT
market’s rapid growth has caught the atten-
tion of policymakers and regulators. Various
responses are under consideration. In the UK,
for example, regulators are mulling a 20%
domestic-market production quota for sub-
scription-supported services such as Netflix
and Amazon. The European Commission is
considering similar measures for the EU over-
all. According to the research firm Enders
Analysis, “This is driven by the core problem
that the EU identified 40 years ago: that the
Hollywood studios and other US producers
dominate global box office and broadcasting
because they have scale that cannot be
achieved in the fragmented EU.”

But before policymakers and business leaders
start to take action, they must understand what



is really happening to domestic content, invest-
ment dollars, and culture as a result of OTT.

Language and Local Content
Creation

It is not surprising that language looms large in
determining OTT’s market-by-market penetra-
tion. Because the global OTT players hail from
the US, they have been quicker to move into
other English-speaking countries and countries
where English is widely used even though it is
not the primary language. (See Exhibit 16.)

Language matters also in terms of the ability
of locally produced content to travel to other
markets and the level of domestic consumer
interest in foreign content. Theoretically,
non-English-speaking markets are protected
against a massive shift in consumption to
global OTT content since it is mostly pro-
duced in English. At the same time, non-
English-speaking markets don’t have the
same foreign-licensing revenue opportunities
for their local content, because it is produced
in their native languages.

To evaluate the impact of language, we exam-
ined four market categories:

e The US, a unique market, with by far the
world’s largest volume of video content
production

e Other English-speaking markets, such as
Australia, the UK, and Canada

e High-proficiency-English markets, such as
the Scandinavian countries, where English
is widely spoken and understood

e Non-English-speaking markets, such as
France, Germany, and Brazil, where
English proficiency is moderate to low

We undertook an in-depth assessment of
OTT across these markets, and at times, its
impact on one representative country from
each of these categories. These four countries
are the US and Canada (English speaking),
Sweden (high-proficiency English), and Ger-
many (non-English speaking). Our examina-
tion included secondary research and propri-

EXHIBIT 16 | Netflix Launches Are Clearly Linked to Each Market’s English Proficiency
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etary BCG analysis, interviews with some

20 content production experts worldwide,
and a short survey in which we asked more
than 600 millennials in 50 countries about
their interaction with content—foreign and
domestic. Such an analysis carries imperfec-
tions, of course, as variables other than OTT
have an impact on domestic-market content
creation (for example, high growth in pay TV
penetration, changes in subsidies, and chang-
es in exchange rates), but we have attempted
to control for those variables.

OTT’s Impact on Overall Content
Creation in Each Market

TV production and acquisition expenditures
have been growing in the four markets we ex-
amined, with strong OTT increases helping to
lift overall levels. (See Exhibit 17.) This find-
ing indicates that, in terms of first-run content
production and second-run content acquisi-
tion, markets around the world are at least as
healthy as—and in many cases, healthier
than—they were five years ago, before global
and local OTT players emerged as a major
force. Although the four-country sample is too
narrow to provide conclusive answers, it does
suggest that OTT entrants are fueling larger
growth. The media executives with whom we
spoke reinforced this view: approximately
three-quarters said that OTT has had a gener-
ally positive impact on production dollars,
globally and on a market-by-market basis. Ac-
cording to an executive at a Canadian chil-
dren’s video producer, “The ecosystem has
never been better for content production.”

Specific trends, of course, vary significantly
by market. English-speaking markets, led by
the US, have clearly been benefiting most.
Non-English-speaking markets do not reflect
the same booming growth. Even though rela-
tive OTT growth is actually higher in non-
English-speaking markets, the base is very
small, and thus cannot offset slower growth
in traditional TV relative to English-speaking
markets. (See Exhibit 18.)

Why the difference?
Global OTT players seem to compete more

with local-language content (primarily ac-
quired rather than original productions) in
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non-English-speaking markets than in English-
speaking markets. Netflix, for example, has a
higher share of domestic productions in
non-English-speaking markets such as Germa-
ny and France than in English-speaking mar-
kets such as the UK and Canada. (See Exhibit
19.) The reasoning is that because most for-
eign content is in English, local-language con-
tent in those markets is critical for winning
domestic consumers. One executive at a large
Swedish FTA broadcaster explained, “Break-
ing Bad and House of Cards are important, but
to win you need to supplement them with lo-
cal titles—programs in the local language
that people can relate to and watch without
subtitles.”

Why, then, isn’t this leading to more local
production in non-English-speaking coun-
tries? It comes down to the purpose of—and
from that, the value of—the domestic content
that is being bought.

Foreign distnibution has been
a key lever of growth 1n
Canada and the UK.

English content travels comparatively easily
across borders. Because of this, domestic pro-
ducers in, for example, Canada and the UK
are benefiting from the trend of content glob-
alization that OTT has enhanced. In fact, for-
eign distribution has been a key lever of
growth in Canada and the UK, enabling do-
mestic creators to further monetize their li-
braries by selling content abroad in first- and
second-run windows. (See Exhibit 20.) Al-
though the share of domestic titles from glob-
al OTT players is low, the material that is be-
ing acquired is typically big-ticket content for
international distribution.

In non-English-speaking markets, distribution
of domestic content is generally limited to the
market of production. And although there are
examples of non-English-language producers
generating multimarket content (Germany’s
Red Arrow Entertainment Group produced
Bosch, one of Amazon’s flagship originals, for
example), these remain exceptions. The scale



benefits afforded by English-language con-
tent production create a barrier to non-
English-language producers. “Most content in
Sweden is made in Swedish. It is difficult to

compete globally because the cost of making
content is marginally less in Sweden but
nearly impossible to sell abroad,” according
to one Swedish content producer.

EXHIBIT 17 | Growth in Content Spending Varies, but OTT Is Strong in All Markets
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Sources: Ampere; Canadian Audio-Visual Certification Office: European Audiovisual Observatory; Open Broadcaster Software; Ovum; SNL Kagan;
BCG analysis.

Note: Assumed exchange rates: €1 = US$1.1, C$1 = US$0.8. For 2015, figures for Sweden and Germany were projected on the basis of trends in TV
network spending on programming. US figures include original and licensing spending. All other markets include original spending only, with the
exception of sports (original and licensing). Because of rounding, not all numbers add up to the totals shown.

EXHIBIT 18 | OTT Growth Partially Offsets Softness in Traditional TV

OVERALL TRADITIONAL TV* oTT?
Growth in domestic production dollars (%)
English

speaking 5.0 4.5 54.6

High English
proficiency 2.7 1.7 94.8

Non-English

speaking 15 15 269.2
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Sources: Ampere; Open Broadcaster Software; Ovum; BCG analysis.

Note: English speaking = Canada and the UK; high English proficiency = Sweden, Finland, the Netherlands, and Denmark; non-English speaking =
Italy, France, and Germany. US figures include original and licensing spending. All other markets include original spending only, with the exception
of sports (original and licensing). Sports figures for all markets outside the US and Canada were estimated on the basis of US sports spending as a
percentage of total content expenditures in 2011 and US sports spending growth, 2011-2015.

The 2014-2015 figures for the US, high-English-proficiency and non-English-speaking markets were projected on the basis of trends on TV network
spending on programming.

2Estimated content spending from the subscription-supported segment only, based on extrapolation of Netflix’s domestic-content expenditures in
each market. The methodology does not capture domestic production dollars from international distribution. For the US, where this phenomenon
is most pronounced, 100% of the Netflix library was assumed to be domestic content to offset impact.

THE BOSTON CONSULTING GROUP ‘ 31



EXHIBIT 19 | Netflix’s Share of Domestic Content Is Lower in English-Speaking Markets and

Higher in Other Ones

SHARE OF DOMESTIC CONTENT FOR CABLE AND PAY TV VERSUS NETFLIX
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Sources: Ampere; Canadian Radio-television and Telecommunications Commission; Open Broadcaster Software; BCG analysis.
Note: Netflix figures are based on the percentage of its content titles (film and TV) produced domestically. Traditional TV figures are based on the
percentage of domestic programming hours produced domestically.

EXHIBIT 20 | International Distribution Is a Key Source of Growth for Content Creators in
English-Speaking Markets

IN CANADA, FRONT-END INVESTMENT FROM
INTERNATIONAL DISTRIBUTORS IS RISING
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OTT’s Impact, by Programming
Genre

In terms of content genres, domestic markets
tend to follow wider global trends.

Sports programming remains a driver of do-
mestic and global growth for traditional TV.
In some markets, it is lifting otherwise flat or
negative trends in spending for traditional TV
content. Without sports programming, some
markets, such as Italy and France, would be
declining in terms of content production dol-
lars. (See Exhibit 21.)

It is unclear, however, whether the increase in
sports spending is having a cascading impact
on jobs and local economies. After all, much of
the rise stems from networks paying increas-
ing amounts for the same rights: dollars flow
directly to sports leagues, teams, and players
rather than to writers, actors, and producers as
in entertainment and other content genres.

Entertainment and news also follow global
production and consumption trends. The col-

lapse of the middle—and with it certain con-
tent types, such as procedurals—was very evi-
dent in our survey. At the same time, demand
for, and consumption of, high-quality serial
dramatic content is increasing. These trends
are market agnostic—English-speaking,
high-English-proficiency, and non-English-
speaking markets exhibited very similar con-
sumer preferences. (See Exhibit 22.)

Forecasting the Future of
Domestic Content Creation

In the long term, we expect spending on con-
tent creation to stabilize. There was no con-
sensus among the experts on how long the
current golden age will last, but many of the
executives we interviewed said that tradition-
al networks that have been cutting costs in
other areas (such as SG&A expenses) would,
as they come under competitive pressure
from OTT services, have to moderate produc-
tion spending as well. “With declining sub-
scriptions and viewers, traditional networks
will have a harder and harder time paying as

EXHIBIT 21 | Traditional TV Growth Is Driven Largely by Sports Programming

GROWTH IN DOMESTIC PRODUCTION DOLLARS, WITH AND WITHOUT SPORTS CONTENT

Domestic production dollars, CAGR, 2011-2015 (%)
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and licensing). Sports figures for all markets outside the US and Canada were estimated on the basis of US sports spending as a percentage of
total content expenditures in 2011 and US sports spending growth 2011-2015.
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EXHIBIT 22 | Serialized-Drama Viewership Is Rising in All Markets
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much for content as they have been,” a for-
mer senior executive of a large US media
company said. Many experts also believe that
OTT players’ spending will eventually slow.
“Global OTT players today are able to sup-
port their spending with their soaring valua-
tions, but eventually that will go away, and
continued growth abroad will put further
pressure on costs,” a senior executive of a
large US studio told us. Moreover, some ex-
pect the large global OTT players to reduce
their share of spending outside the US as they
focus on increasing original programming—
primarily US productions—over licensed con-
tent. UBS analysts project that Netflix will
raise its original programming budget from
$1 billion to more than $5 billion from 2016
through 2020 while maintaining flat expendi-
tures of $4 billion for licensed content.

That said, as we noted in the previous chap-
ter, the trends in production volume and the
financial value it creates play out differently
by content creator type. There will continue
to be more competition for top-quality profes-
sional content of all types (domestic and glob-
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al), at least in the near term, and especially in
English-speaking markets. The value of this
content will likely continue to rise. This seg-
ment may also see a shift toward content that
is the most conducive to time-shifted watch-
ing or binging and content that travels inter-
nationally most easily. In non-English-speak-
ing markets, predicting demand, except with
respect to sports programming, is less certain.
Funding for high-end original entertainment
productions has lagged behind funding in
English-speaking markets.

Like networks, many middle-market entertain-
ment producers, especially in English-speaking
markets, will need to make a choice between
trying to break into the top tier and moving to-
ward producing more niche programming for
OTT distribution. As TV viewership declines in
most markets, especially among younger audi-
ences, news producers will have little choice
but to continue to focus on the growth of social
media as a distribution platform.

Pro-am and amateur content will likely grow
in importance as part of the competitive mix



in all markets, and this is one area in which
local producers can make a big mark, even if
the financial impact of such content is un-
clear. A former executive of a large US digital
media company said, “In recent years, you’ve
seen the emergence of digital content produc-
ers, such as Supergravity Pictures, New Form
Digital, and RocketJump. They are disrupting
the market—redefining formats and cost
models—and will very soon become import-
ant players in production.”

The Local Impact on Jobs and
Culture

The assessment of two local dynamics—the
creation of jobs and the impact on culture—is
the last step in the review of the impact of
OTT on domestic content production markets.
Of the two, the employment impact is easier
to quantify. Cultural impact can be amor-
phous, but it is of critical importance to na-
tional identity—especially to culture ministers
who are charged with maintaining the voice
and identity of their countries and people.

Job Creation. It is important to examine
employment through two lenses: professional
activity, which is made up of, for example,
full-time content creators, producers, writers,
directors, editors, and actors, as well as
pro-ams and amateurs, who, although they
are in many cases not full-time content
creators, do represent a significant uptick in
human activity around content creation.

In professional content, growth in production
dollars is not necessarily translating to more
job activity. In nearly every market observed,
irrespective of language, job growth lagged
behind the growth in production dollars. (See
Exhibit 23.)

The immediate question: Why?

One hypothesis is rooted in the collapse of
the middle market for content. More and
more producers are reallocating midsize-bud-
get projects to either big-budget productions
or lower-market niche productions. Since
big-budget productions generally have higher
fixed costs (such as top actors or on-location
filming) as opposed to variable costs (such as
the number of production people), the num-

ber of production jobs (preproduction, pro-
duction, and postproduction) doesn’t neces-
sarily increase. Furthermore, sports
programming is driving a significant portion
of the growth in content creation. The added
costs in such programming are related more
to license fees than to production personnel,
with the rights to marquee sports—whether
the Bundesliga or the National Hockey
League—rising by double- or triple-digit per-
centages in recent years. What’s more, pro-
duction houses have been consolidating, pri-
marily as a result of private-equity-backed
M&A. This has pushed production houses to,
as the CEO of a UK broadcast company put it,
“increase focus on cost cutting and margins”
and evaluate all areas of expenses, including
head count. Finally, the rise of production
dollar spending seems to be driven more by
the increase in the price than by the volume
of content. This dynamic held for the four
markets we assessed, where production vol-
ume trailed dollar growth, was flat, or was
negative.

Pro-am and amateur players
represent a long tail of
local content creators.

From a pro-am and amateur perspective,
there is clearly a significant increase in con-
tent creation activity. And although the value
created by these players is concentrated at
the top end of the market, they do represent
a long tail of local content creators, with very
little variance across English-speaking,
high-proficiency-English, and non-English-
speaking markets.

Culture. How is domestic market culture
changing? Are national identities at risk?
Again, it is instructive to review this on a
professional- and nonprofessional-content
level.

In terms of professional content, one indica-
tor is the share of domestic content as part of
the overall mix on traditional TV networks. It
is very difficult to capture reliable data on
this. However, a review of Sweden’s channel
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EXHIBIT 23 | Growth in Jobs Trails Increases in Spending on Content

SPENDING ON CONTENT,
CAGR, 2011-2015 (%)*
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Sources: Canadian Audio-Visual Certification Office; Conference Board of Canada; Eurostat; Plunkett Research; Statistics Canada; BCG analysis.

Note: English speaking = Canada and the UK; high English proficiency = Sweden, Finland, the Netherlands, and Denmark; non-English speaking =
Italy, France, and Germany.
12014-2015 figures for the US, high-English-proficiency, and non-English-speaking markets were projected on the basis of trends in spending on TV
network programming.
2Figures for the US, high-English-proficiency, and non-English-speaking markets assume 87% of full-time equivalents in film and TV production
work in TV (taken from Canadian figures).

lineups of the top-tier broadcast and cable
networks suggests that for the most recent
15-year period, there has been little change
in the volume of domestic programming
available to consumers, and domestic pro-
gramming on some channels, such as SVT1
and TV4, actually rose in that period. It is in-
teresting to note that this pattern holds for
FTA networks, which are subject to strict quo-
tas on domestic content, as well as pay TV
networks, which are not.

The same dynamic seems to hold in English-
speaking markets as well. In Canada, for
example, the share of domestic programming
on CBC Television, conventional, and pay and
specialty channels either stayed flat or rose
from 2008 through 2014. This may be, in part,
a result of domestic networks’ efforts to
differentiate themselves from Netflix and
other US-dominated OTT options. (See
Exhibit 24.)

Among global OTT players, however, there is a
clear focus on developing big hits with global
appeal and, as discussed above, the expecta-
tion that this will intensify as players raise their
mix of original programming over licensed con-
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tent. This already seems to be having an im-
pact. Our survey of millennials showed, for in-
stance, that the share of their viewing of
traditional professional content made up of lo-
cal stories fell nearly 5 percentage points—
from 58% to 54%—from 2011 through 2016.

If this paints a negative picture for traditional
professional content, then the pro-am and
amateur content trends paint an undeniably
positive one. Some believe that pro-am and
amateur content is primarily US dominated,
but our survey showed that millennials watch
the same amounts of domestic and foreign
pro-am and amateur content. This represents
a higher share of domestic content than what
is shown by most cable networks on tradi-
tional TV. Also, contrary to the trend in tradi-
tional professional content, the share of local
stories in pro-am and amateur content has
actually been rising in recent years.

Finally, millennials are watching more news
and culturally relevant shows from pro-am
and amateur producers than from traditional
professional content creators. Millennials’
pro-am and amateur content viewing reflects
a greater mix of documentaries, talk shows,



EXHIBIT 24 | On Canadian TV Networks, the Share of Domestic Programming Hours Has Been

Resilient

ORIGIN OF PROGRAMMING HOURS BROADCAST, BY CANADIAN TV NETWORK TYPE
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Sources: Canadian Radio-television and Telecommunications Commission, Communications Monitoring Report; BCG analysis.

and social and cultural programs with a
markedly local focus. (See Exhibit 25.) A
Swedish TV expert told us that “the blogger
space is pretty big in Sweden. The number of
unique visits as a percentage of the popula-
tion is very high: some shows have half a mil-
lion or a million unique hits per month.”

While this anecdotal evidence is in no way
definitive enough to assuage concern about
risks to the local cultural fabric that the glob-
alization of content might create, it will be
imperative for policymakers to carefully
study this rapidly changing landscape of pro-
am and amateur content viewing and not fo-
cus only on the traditional definition of con-
tent creators. Otherwise, it would be
analogous to regulating or providing incen-
tives for the production of vacuum tubes
during the 1960s or buggy whips at the begin-
ning of the 1900s. Consumers are getting
their news, information, entertainment, and
connectivity from a variety of sources, and
the format for “local storytelling” may very
well be changing irrevocably.

Moreover, as policymakers weigh policy deci-
sions, there must also be a change in how those
local-content policies are designed. Content reg-
ulations today are based on supply (for exam-
ple, European governments are considering reg-
ulations that require 20% of Netflix’s content
library to be domestic), but such regulations do
not effectively apply to OTT, in which supply is
unconstrained and local content is easily lost
among thousands of other titles. It would seem
more appropriate for local-content policies to
focus on demand, but demand cannot easily be
controlled. There is no easy answer, and policy-
makers will need to adopt an entirely different
mindset and approach to this issue.

N summary, it is hard to conclude that

OTT’s impact on video production ecosys-
tems overall is not positive. Although, per-
haps, it is not as positive in every area as
everyone might like.

The removal of barriers to distribution and
the resulting explosion in new—and new
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EXHIBIT 25 | Millennials Are Watching More Documentaries, Talk Shows, and Cultural Programs

with a Local Focus

Share of viewership (%)
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kinds of—content, as well as new ways of
viewing it, are all boons for consumers. While
there is concentration of share at the top of
the OTT market, the opening of new markets
to producers has led to greater revenues and
value, if not a commensurate increase in jobs.
The latter may be a somewhat illusory disap-
pointment. It’s highly unlikely that there
would have been big increases in video-relat-
ed jobs if the OTT market had never come
into existence.

There are legitimate concerns about the po-
tential impact of globalized OTT program-
ming on local culture, but these may be par-
tially counterbalanced by the ability of
anyone anywhere to become a content pro-
ducer and showcase his or her local culture
on a global stage. The output of a billion con-
tent creators—representing all manner of
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backgrounds, societies, cultures, and points of
view in a way that was unimaginable

20 years ago—cannot be ignored. In this con-
text, OTT has democratized both the produc-
tion and the consumption of content to an ex-
tent never before seen. Is that sufficient to
serve local societal and cultural needs and
fulfill the objectives of policymakers? If not,
how can policymakers support local content
when the traditional regulations on supply
don’t effectively apply to OTT? These are
tough questions to answer, but it is absolutely
clear that the evolution of consumers’ view-
ing habits and sources of content means that
the traditional thinking about content cre-
ation needs to evolve as well.

All in all, OTT is an evolving story that bears
close watching.



NOTE TO THE READER

About the Authors

Frank Arthofer is a principal in the
New York office of The Boston
Consulting Group. Aki Hardarson
is an associate director in the firm’s
Munich office. Martin Kon is a
partner and managing director in
BCG’s New York office. Eric Lee is a
consultant in the firm’s New York
office. John Rose is a senior partner
and managing director in BCG’s
New York office.

Acknowledgments

This report draws in part on work
for a North American telecommuni-
cations and media company.

The authors are grateful to David
Duffy, Matthew Glotzer, Hilary
Higgins, Fredrik Lind, Mickie Rosen,
Jacob Rosenzweig, Ken Whyte,
Lauren Zalaznick, and the industry
executives who participated in the
interviews. The authors appreciate
their support in the research and

content development for this report.

The authors would also like to
thank Amanda Provost for
coordinating the publication of the
report and Katherine Andrews, Gary
Callahan, Angela DiBattista, Elyse
Friedman, Kim Friedman, Abby
Garland, and Sara Strassenreiter for
their contributions to its editing,
design, and production.

For Further Contact

This report is a product of BCG’s
Technology, Media & Telecom-
munications practice. If you would
like to discuss insights drawn from
this report, please contact one of
the authors.

Frank Arthofer
Principal

BCG New York

+1 212 446 2800
arthofer.frank@bcg.com

Aki Hardarson
Associate Director

BCG Munich

+49 89 231 740
hardarson.aki@bcg.com

Martin Kon

Partner and Managing Director
BCG New York

+1 212 446 2800
kon.martin@bcg.com

Eric Lee
Consultant

BCG New York
+1 212 446 2800
lee.eric@bcg.com

John Rose

Senior Partner and Managing Director
BCG New York

+1 212 446 2800
rose.john@bcg.com

THE BOSTON CONSULTING GROUP ‘ 39



© The Boston Consulting Group, Inc. 2016. All rights reserved.

For information or permission to reprint, please contact BCG at:
E-mail: bcg-info@bcg.com
Fax: +1 617 850 3901, attention BCG/Permissions
Mail: BCG/Permissions
The Boston Consulting Group, Inc.
One Beacon Street
Boston, MA 02108
USA

To find the latest BCG content and register to receive e-alerts on this topic or others, please visit bcgperspectives.com.
Follow bcg.perspectives on Facebook and Twitter.

9/16



Abu Dhabi
Amsterdam
Athens
Atlanta
Auckland
Bangkok
Barcelona
Beijing
Berlin
Bogota
Boston
Brussels
Budapest
Buenos Aires
Calgary
Canberra
Casablanca
Chennai

Chicago
Cologne
Copenhagen
Dallas
Denver
Detroit
Dubai
Diisseldorf
Frankfurt
Geneva
Hamburg
Helsinki

Ho Chi Minh City

Hong Kong
Houston
Istanbul
Jakarta
Johannesburg

bcg.com | begperspectives.com

Tue BostoN CoNSULTING GROUP

Kiev

Kuala Lumpur
Lagos

Lima
Lisbon
London

Los Angeles
Luanda
Madrid
Melbourne
Mezxico City
Miami
Milan
Minneapolis
Monterrey
Montréal
Moscow
Mumbai

Munich
Nagoya

New Delhi
New Jersey
New York
Oslo

Paris

Perth
Philadelphia
Prague

Rio de Janeiro
Riyadh

Rome

San Francisco
Santiago

Sao Paulo
Seattle

Seoul

Shanghai
Singapore
Stockholm
Stuttgart
Sydney
Taipei

Tel Aviv
Tokyo
Toronto
Vienna
Warsaw
Washington
Zurich





